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I l l .  CostFindingMethodology. HHSC adjustsreportedexpensedata using acast finding 
methodology to determined per diem allowed costs. HHSC makes certain adjustments to 
ensure that costs used for rate projections are required for long term care, derived from 
the marketplace, and incurred from economicand efficient useof resources. 

area. HHSC combines expenses (A.1.A. 	 Cost determination by cost adjusted 
through A.4. below) and other pertinent data (AS. below) from the rate base to 
determine five cost-related components. 

1. 	 DirectCareStaffcostcomponent.Thedirect care staffcostcomponent 
includescompensationforemployeeandcontractlaborRegistered 
Nurses.LicensedVocationalNurses,MedicationAidesandCertified 
NurseAidesperformingnurslng-relateddutiesforMedicaid-contracted 
beds. 

Recipient cost2. Other Care component. The other recipient care cost 
componentincludescompensationcostsforsocialworkers,activities 
staff, direct care staff trainers therapists, pharmacists, medical directors 
and other direct care consultants. as well as casts for medical equipment 
and supplies, andlaundryhousekeepingequipment and supplies. 

component. component3. Dietary dietarycost The cost includes 
compensation costs for dietary staff as well as costs for food, ancillary 
nutritional therapy supplements, dietary equipment, anddietary supplies. 

4. General and Administrationcost andcomponent. The general 
cost casts foradministrationcomponent includes compensation 

administrative and maintenance staff as w e l l  as costs for management, 
legal andother consulting fees, propertyandequipment repair and 

and insurancemaintenance, office supplies equipment, (excluding 

liability insurance),propertytaxes,transportation,andworking capital 

interest. 


5. FixedCapitalAssetcomponent.Fixed capital charges are based on the 
appraised includingandmost recent value of facilities, 


improvements, as determined by the most recentassessmentof the 

local taxingauthorityandreportedon the costreport.Taxexempt 

facilities not provided an appraisal from their local taxingauthority 

because of an exemptstatus must contract with an independent 

appraiser to appraise the facility landand improvements. 


Certain Expenses. are8. Exclusion Reported Providersof responsible for 
eliminatingallunallowableexpensesfromthe cost report. HHSC reserves the 
right to exclude any unallowable expenses from the cost report and to exclude 
entire cost reports from the database if it is believed that the cost reports do not 
reflect economicand efficient use of resources. 

1. FixedCapitalAssetCharges. Effective September 1, 1990, fixed capital 
assetcostsarereimbursed in the form of aUse Fee calculatedas 
describedundersection (IV)(B)(l). Consequently,the following fixed 
capital asset charges are excluded from the rate base for purposes of 
calculating the General and Administrationcost component: building and 
building equipment depreciation and lease expense; mortgage interest; 
improvementland depreciation; and leasehold improvement 
amortization. 
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(4) 	 Total case mix per diem rates. Total casemixperdiemrates vary according to case 
mix class of service and accordingto participant status in the Enhanced Direct Care 
Staff Rate described in (VI). 

(a) 	 Foreachparticipatingfacility,for each of the 11 TILE case mix groupsand 
for the default group, the recommended total per diem rate is the sum of the 
following five rate components: 

(0 thedietaryratecomponentfrom (lV)(B)(l)(a); 

(ii) thegeneralandadministration rate componentfrom (IV)(B)(l)(b); 

(iii) thefixedcapitalassetuse fee componentfrom(IV)(B)(l)(c); 

(iv) 	 the case mix group’sotherrecipientcareper diem rate component 
by case mix group from(IV)(B)(l)(d): and 

(v)the case mixgroup’stotaldirect care staff rate componentforthat 
participating facility as determined in (VI)(F). 

(b) 	 For nonparticipatingfacilities,for eachofthe 11 TILE case mix groupsand 
for the default group, the recommended totalper diem rate Is the sum of the 
following five rate components: 

0) thedietary rate component from (IV)(B)(l)(a); 

(ii) thegeneralandadministrationratecomponent from (IV)(B)(l)(b); 

(iii) thefixedcapital asset usefeecomponentfrom (IV)(B)(l)(c); 

(iv) 	 the case mixgroup’sotherrecipient care per diem rate component 
by case mix groupfrom (IV)(B)(l)(d); and 

(v) 	 thecasemix group’s directcare staff base rate component as 
determined in (VI)(E). 
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( 5 )  Supplementalreimbursement. 

Supplemental for residents.(a) reimbursementventilator-dependent Qualifying 
residents receive a supplement to the per diem rate specified in (IV)(B)(4) 
above. 

(i) 	 To qualifyforsupplementalreimbursement,a resident must require 
artificial ventilation forat least 6 consecutive hours daily and the use 
must be prescribed by a licensed physician. 

( l i )  A ventilator-dependent differential index isresource case-mix 
calculated,based on timestudyresearchdata. This resource 
differentialindexreflects the differencebetweendirectnursing 
services for ventilator-dependent residents and services for residents 
inthemostsevereheavy-care TILE group. The per diem rate 
supplement is calculated by multiplyingthe resource differential case 
mix index timestheperdiemaverageother recipient care rate 
component, as described in (IV)(B)(l)(d) and by the average direct 
care staff base rate component as described in ( V I ) ( � )  and summing 
the products. 

(iii) Thesupplementalreimbursement for residents requiring continuous 
ventilation is 100% of the per diemartificial ventilator rate 

supplement. 

(iv) The supplementalreimbursement for residents not requiring 
continuous artificial ventilation dally but requiring artificial ventilation 
foratleast 6 consecutivehoursdaily is 40% of theperdiem 
ventilator rate. 
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(D) CompliancewithOmnibusBudgetReconciliationActs. 

(1) CostsCompliance Omnibus Reconciliation ofof with Budget Act1987 
(OBRA1987).Allthecosts of compliance with OBRA1987arebeing 
reported on thecostreportsusedto setpaymentrates. It is no longer 
necessary to provideanadd-on to meetthesecosts.Hence,thepayment 
rates will not require enhancement. 

(2) 	 CompliancewithSection4801of theOmnibusBudgetReconciliationActof 
1990(OBRA1990).Asexplainedin (IV)(D)(I), thepaymentrateswillnot 
requireenhancement to covercostsofcompliancewithOBRA1987.The 
actual costs of OBRA 1987 appear in provider cost reports used to develop 
payment rates. 

(E) 	 EffectiveOctober 1,1990,anyreferenceinanysection of thestateplanmaterial to 
IntermediateCareFacility/SkilledNursingFacility(ICF/SNF)should be read as 
Nursing Facility (NF). 

(F)ForrateseffectiveSeptember 1, 2003 throughAugust31, 2005, theratesforthe 
dietary rate componentfrom (IV)(B)(l)(a), thegeneralandadministrationrate 
component from (IV)(B)(l)(b), the fixed capital asset component from (IV)(B)(l)(c), 
theotherrecipient care ratecomponentfrom (IV)(B)(l)(d), thesupplement to per 
diem for ventilator-dependent from theratesqualified residents (IV)(B)(S)(a), 
supplement to perdiemratesforqualifiedchildrenwithtracheostomiesfrom 
(IV)(B)(5)(b), and the pediatric carefacility rate from (IV)(C) will be equal to the rates 
in effect August 31,2003 less 1.75%. 
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(VI) Direct Care Staff Rate Component, 

(A) 	 Directcare staff costcenter.Thiscostcenter will Include compensation for 
employeeandcontractlaborRegistered Nurses (RNs). Licensed Vocational 
Nurses (LVNs), medicationaides, andnurseaidesperforming nursing-related 
duties forMedicaid-contracted beds. For facilities receiving supplemental 
reimbursement for ventilatordependent residents or children with 
tracheostomies, this cost center also Includes cornpensation for employee and 
contract registered Therapistslabor Respiratory and certified Respiratory 
TherapyTechnicians. Staff membersperformingmore than one function in a 
facilitywithout a differential in paybetweenfunctionsare categorized at the 
highest level of licensure or certification they possess. 

(6)  	 Rateyear.Thestandard rate yearbegins on thefirstday of Septemberand 
ends on the last dayof August of the following year. 

Enrollment.An initial enrollmentcontractamendment is required from each 
facility choosing to participate in the enhanced directcare staff rate. Participating 
and nonparticipating facilities mayrequest to modifytheirenrollment status 
during any open enrollment period. Enrollment will begin on the first day of July 
and end on the last day of that same July preceding the rate year for which 
payments are being determined, unless HHSCnotified facilities prior to the flrst 
day of July that the open enrollment has been postponed or canceled. Should 
conditions warrant, additional enrollment periodsmay be conducted during a rate 
year. Facilities which do not submit an enrollment contract amendment by the  
last day of the open enrollment periodwill continue at the level of participation of 
the previous year within available funds. 
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(E) Determinationofdirectcarestaffbaserate. 

Determine the total recipient care costs from the direct care staff cost 
center in all nursing facilities includedin the Texas Nursing Facility Cost 
Report database used to determine the nursing facility rates in effect on 
January 1, 2000 (hereinafter referredto as the initial database). 

Adjust the total from (VI)(E)(l) to inflate the costs to the prospective rate 
year as per (III)(D). 

Divide the result from (VI)(E)(2) by the total recipient days of service in 
allfacilitiesintheinitialdatabaseandmultiplytheresultby1.07.The 
result is the average direct care staffrate component forall facilities. 

To calculate the direct care staffper diem rate component for all facilities 
foreachofthe11TILEcase mixgroupsandforthedefaultgroup, 
multiply each of the standardized statewide case mix indices associated 
with the initial database by the average direct care staffrate component 
from (IV)(E)(3). 

The directcarestaff perdiemrateswillremainconstantexceptfor 
adjustments for inflation from (VI)(E)(2). For rates effective September 
1, 2003 through August 31, 2005, the direct care staff base rate will be 
equal to the direct care staff participant baserate in effect on August 31, 
2003 less 1.75% . 
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(G) Staffing requirements for participatingfacilities. Each participating facility will be required to 
maintainadjusted LVN equivalentminutesequal to thosedetermined in (VI)(D).Each 
participating facility's adjusted LVN equivalent minutes maintained duringthe reporting period 
will be determined as follows: 

(1) 	Determine unadjustedLVN equivalent minutes maintained. Using facility-specificstaffing 
and spending information, HHSC will determine the unadjusted LVN equivalent minutes 
maintained by each facility during the reportingperiod 

(2) 	Determine adjustedLVNequivalentminutesmaintained.ComparetheunadjustedLVN 
equivalent minutes maintainedby the facilityduring the reporting period from (VI)(G)(I) to 
the LVN equivalent minutes requiredof the facilityas determined in (VI)(D). The adjusted 
LVN equivalent minutes are determined as follows: 

(a) 	 If the number of unadjusted LVN equivalent minutes maintainedby the facility during 
the reporting period is greater than or equal to the number of LVN equivalent minutes 
required of the facility or less than the minimum LVN equivalent minutes required for 
participationasdetermined in (VI)(D)(l), the facility's adjusted LVNequivalent 
minutes maintainedis equalto its unadjustedLVN equivalent minutes;or 

(b) 	 If the number of unadjusted LVN equivalent minutesmaintained by the facility during 
the reporting period is less than the number of LVN equivalent minutes required of 
thefacility, but greaterthan or equaltotheminimumLVNequivalent minutes 
required for participation as determined in (VI)(D)(I); the following steps are 
performed. 

(i) Determine whatthefacility'saccruedMedicaidfee-for-servicerevenue for the 
reporting period would have been if their staffing requirement had been set at a 
level consistent with the highest LVN equivalent minutes that the facilityactually 
maintained. 

(ii) 	Determinethefacility'sadjustedaccruedrevenue by multiplyingthe accrued 
revenue from (VI)(G)(2)(b)(i) by.85. 

(iii) Determinethefacility'saccruedallowable Medicaid fee-for-servicedirect care 
staff expenses for therate year. 

(iv) Determine the facility's direct care spending surplus for the reporting period by 
subtractingfacility's accruedthe adjusted direct care revenue from 
(VI)(G)(2)(b)(ii) from the facility's accrued allowable direct care expenses from 
(VI)(G)(2)(b)(iii). 

.-. 
g <,., (v) If the facility's direct spending orcare surplus from (VI)(G)(2)(b)(iv) is less than 

equal to zero, the facility's adjusted LVN equivalent minutes maintained is equal 
LVN minutes in (vl)(G)(l).-".*- .. .-.. . ,, to the unadjusted equivalent maintained as calculated 

' I  

j' (vi) If thefacility'sdirectCarespendingsurplusfrom(VI)(G)(2)(b)(iv) is greaterthan 
zero, the adjusted LVN-equivalent minutes maintained by the facility during the 
reporting period is set equal to the facility's direct care spending surplus from 
(VI)(G)(2)(b)(iv)divided by the perdiemenhancementadd-onforone LVN 
equivalent minute as determined in (VI)(F) plus the unadjusted LVN equivalent 
minutesmaintainedbythe facility duringthe reporting periodfrom (vI)(G)(l) 
according to the following formula: 

tj 3- ,,, (DirectSpending Surplus / PerEnhancement for One LVNCare Diem Add-on 
, l2 !J1. p." Minute) + Unadjusted LVN Equivalent Minutes.(xL1l r< !.I[ p- Equivalent 
i.LU w U J  <
E k k r - , %
r n Q a 1 3 T  
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(H) Staffing accountability. facilities beParticipating willresponsible for maintaining the 
staffing levels determined in (VI)(D). HHSC will determine the adjusted LVN equivalent 
minutes maintained by each facility during the reporting period by the method described 
in (VI)(G). 

(1) 	 Participatingfacilitiesthat fail tomaintain staffing at their required level will have 
their direct carestaffratesandstaffingrequirements adjusted to a level 
consistent with the highest staffing level that they actually attained and all direct 
care staff revenuesassociatedwithunmet staffing goals will be recouped by 
HHSC or its designee. 

(2) 	 Effective the first day of the rate year immediatelyfollowing the determination 
that a facility failed to maintain the required LVN equivalent minutes by four or 
moreadjusted LVN equivalentminutesorthat a facility that was required to 
provide at least ,four LVNequivalentminutes above its minimum staffing 
requirementfailed to meet i t s  minimum staffing requirement for the reporting 
period, the facilitywill have its enrollment in the enhancement program limited to 
a level consistentwith the highestadjusted LVN equivalent minutes thatthe 
facilityactuallyattainedplus two additional LVN equivalentminutes. If the 
adjustedlevelattained is morethan two LVN equivalentminutes below the 
minimum direct care staff requirementforparticipation, the facility will be 
precluded from enrollment in theenhancementand will be a nonparticipating 
facility. These enrollment limitations will remain in effect for the longer of either 
one full rate year or until the first day of the rate year that begins after funds 
identifiedforrecoupmentfromthereporting period are repaid to HHSC or its 
designee. 

(I) 	 Spendingrequirements for participants.Participating facilities are subject to a direct care 
staff spending requirement with recoupment calculatedas follows: 

(1) 	 At theendoftherateyear, a spending floor will be calculated by multiplying 
accrued Medicaid fee-for-service directcare staff revenues by 0.85. 

(2) 	 AccruedallowableMedicaiddirectcare staff fee-for-serviceexpenses for the rate 
year will be compared tothe spending floorfrom (VI)(I)(l). HHSC or i t s  designee 
willrecoupthedifferencebetweenthespending floor and accrued allowable 
Medicaid direct carestaff fee-for-service expensesfrom facilities whose Medicaid 
direct care staff spending is less than their spending floor. 

(3) 	 Uponrequestfrom a parentcompany, sole member orgovernmental body that 
controls more than one nursingfacilitycontract, HHSC will evaluate the 
contract'scompliancewiththespendingrequirements in the aggregate for all 
contractsthattheparentcompany, sole memberorgovernmental body it 
controlled at the end of the rate year or at the effective date of the change of 
ownership or termination of itslast nursing facility contract. 

(4) At no facility's caretime will a participating direct rates after spending 
recoupment be less than the directcare base rates. 
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Dietary and FixedCapitalMitigation.Recoupment of fundsdescribed in (VI)(I) may be 
mitigated by high dietaryand /or fixed capital expenses asfollows. 

(1) 	 Calculatedietarycostdeficit. At theend of the facility's rate year, accrued 
Medicaiddietaryperdiemrevenues will be comparedto accrued, allowable 
Medicaid dietary per diem costs. If costs are greater than revenues, the dietary 
per diem cost deficit will be equal to the difference between accrued, allowable 
Medicaiddietary perdiemcostsandaccrued Medicaid dietary per diem 
revenues. If costs are less then revenues, the dietary cost deficit will be equal to 
zero. 

(2) 	 Calculatedietaryrevenuesurplus. At theend of the facility's rate year, accrued 
Medicaiddietary perdiemrevenueswillbecompared to accrued,allowable 
medicaid dietary per diem costs. If revenues are greater than costs, the dietary 
perdiemrevenuesurplus will beequal to thedifferencebetween accrued 
Medicaid dietary per diem revenues and accrued, allowable Medicaid dietaryper 
diem costs. If revenues are less than costs, the dietary revenue surplus will be 
equal to zero. 

(3) 	 Calculate fixed capitalcostdeficit. At theend of thefacility's rate year,accrued 
Medicaid fixed capital per diem revenues will be compared to accrued, allowable 
Medicaid fixed capital per diem costs (Le., buildingand building equipment 
depreciation or lease mortgageexpense, interest, land improvements 
depreciation and leasehold improvements amortization).If costs are greater than 
revenues,thefixedcapital cost per diem deficit will be equal to the difference 
between accrued allowable Medicaid fixed capital per diem costs and accrued 
Medicaid fixed capital per diem revenues. If costs are less than revenues, the 
fixed capital cost deficit will be equal to zero. For purposes of this' paragraph, 
fixedcapital per diem costs of facilitieswithoccupancyratesbelow 85% are 
adjusted to the cost per diem the facility would have accrued had it maintained 
an 85% occupancy rate throughoutthe rate year.For each facility whose 
occupancy falls below 85%, an adjustment factor is calculated as follows: 
adjustment factor = 1.OO -(facility's occupancy rate / 35). This adjustment factor 
is then multiplied by accrued, allowable Medicaid fixed capital per diem costs, 
and the result of this calculation is subtracted from accrued, allowable Medicaid 
fixed capital per diem costs. 
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(4) Calculated fixed capitalrevenuesurplus. At the end of the facility's rate year, 
accrued Medicaid fixed capital per diem revenues will be compared to accrued, 
allowableMedicaidfixedcapitalperdiem costs as defined in (VI)(J)(c). If 
revenues are greater than costs, the fixed capital revenue per diem surplus will 
beequal to thedifferencebetweenaccrued Medicaid fixed capital per diem 
revenuesandaccrued,allowableMedicaidfixedcapital per diem costs. If 
revenues are less than costs, the fixed capital revenue surplus will be equal to 
zero. For purposesofthisparagraph, fixed capital per diem costs of facilities 
with occupancy rates below 85% are adjusted to the cost per diem the facility 
would have accrued had it maintained an 85% occupancy rate throughout the 
rate year. For each facilitywhoseoccupancy falls below 85%, an adjustment 
factor is calculated as follows: adjustment factor = 1.00 - (facility's occupancy 
rate / .85). this adjustmentfactor is then multiplied by accrued, allowable 
Medicaidfixedcapital per diemcosts,andtheresult of this calculation is 
subtracted from accrued, allowable Medicaid fixedcapital per diem costs. 

(5) Facilitieswith a dietaryperdiemcostdeficitwill have their dietary per diem cost 
deficitreduced by theirfixed capital perdiemrevenuesurplus, if any. Any 
remaining dietary per diem cost deficit will be capped at$2.00 per diem. 

(6) 	 Facilitieswith a fixed capital costper diemdeficit will havetheir fixed capital cost 
per diem deficit reduced by their dietary revenue per diem surplus, If any. Any 
remainingfixed capital per diem cost deficitwill be capped at $2.00 per diem. 

(7) Eachfacility'srecoupment,ascalculatedin (VI)(I),will bereducedbythe sum of 
that facility's dietary per diem cost deficit as calculated in (VI)(J)(5) and its fixed 
capital per diem cost deficitas calculated in (Vl)(J)(6). 
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(K) 	 Medicaid Swing BedProgramforRuralHospitals.Whena rural hospital participating in 
the Medicaid swing bed program furnishes NF nursing care to a Medicaid recipient, DHS 
makespayment to thehospitalusingthesameprocedures,the same case-mix 
methodology and the same TILE rates thatHHSC authorizes for reimbursing NFs which 
are not participating in theenhanceddirectcare staff rate.Thesehospitalsarenot 
subject to the staffing and spending requirements. 

(L) 	 Reinvestment. HHSC will reinvestrecoupedfunds in theenhanceddirectcarestaff rate 
program. 

(1) 	 Identifyingqualifyingfacilities.Facilitiesmeetingthefollowing criteria duringthe 
most recent completed reporting period are qualifying facilities for reinvestment 
purposes. 

The facility was a participantin the enhanced direct carestaff rate. 

The facility'sunadjusted LVN equivalentminutes as determined in 
(VI)(G)(I) were greater than the number of LVN minutes required of the 
facility as determined in (VI)(D). 

The facility met its spending requirement as determinedin (Vl)(l). 

An acceptable Staffing and Compensation Report was received at least 
30 days prior to the date distributionof funds was determined. 

thatThe DHS contract was in effect for the facility during the 
reinvestment reporting period is still in effect as an active contract when 
reinvestmentisdetermined or, In cases where a change of ownership 
hasoccurred,DHShasapprovedaSuccessor Liability Agreement 
between the contract in effect during the reinvestment reporting period 
and the contractin effect when reinvestmentis determined. 

(2) 	 Distribution of availablereinvestmentfunds.Availablefunds are distributed as 
described below. 

service provided during(a) 	 HHSC determines units of the most recent 
completedreporting period by qualifying facilities achieving, with 
unadjustedLVN-equivalentminutesasdetermined in (VI)(G)(i). each 
enhancementoptionabovetheenhancementoption awarded to the 
facility during the reporting period and multiplies this number by the rate 
add-on associated with that enhancement in effect during the reporting 
period. 

(b) 	 HHSC compares the sum of theproducts from (VI)(L)(2)(a) to funds 
available for reinvestment. 

less or funds, all0) If the product is thanequal to available 
achieved enhancements for qualifying facilities are retroactively 
awarded for the reporting period. 

product is greateravailable(ii) If the than funds, retroactive 
enhancements are grantedbeginning with the lowest level of 

and eachgrantingenhancement successive level of 
enhancement until achievedenhancements are granted within 
available funds. 
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(3) 	 All retroactive enhancements are subjecttospending requirements detailed in 
(VI)(I). Revenuefromretroactiveenhancements is not eligible for mitigation of 
spending recoupmentas described in (VI)(J). 

awarded(4) 	 Retroactively enhancements do not qualify as. pre-existing 
enhancements for enrollment purposes. 

( 5 )  	 Notification of reinvestedenhancements. Qualifying facilities are notified in a 
manner determinedby HHSC. as to the awardof reinvest enhancements. 

(K) Failure to Submit Staffing and Compensation Report. Facilities that do not submit a Staffing 
and Compensation Report completed in accordance withall applicable rules and instructions 
within 60 days of the due date will become nonparticipating facilities retroactive to the first 
day of the reporting period and will be subject to an immediate recoupmentof funds related to 
participation paid to the facility for services provided during the reporting period in question. 
These facilities will remain nonparticipating facilities and recouped fundsw i l l  not be restored 
until an acceptable report is received. Funds identified for recoupment based on the report 
will be deducted from recouped funds beforethe recouped fundsare restored. 

TOTAL P. 19 


